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War and The Possibility of Inflation 


By Dr. Marcus NADLER 


LTHOUGH the attack on Pearl 

Harbor by the little yellow 
Nordics was unexpected, it was not 
such a great shock to our economic 
system. The shock came to us in 
June, 1940, when the French Empire 
collapsed and we realized the danger 
that stared the United States in the 
face. From June, 1940, up to Decem- 
ber 7, 1941, our national economy 
was gradually converted from a 
peacetime to a wartime basis. The 
powers of the President of the 
United States over the economic life 
of the country were increased. 
Gradually the expenditures of the 
Treasury for national defense mounted, 
until in November, they amounted to 
$1,500,000,000. 

A system of priorities and alloca- 
tions had already been established 
before, and we were making rapid 
strides in strengthening the national 
defense of the country. However, 
the approach was that of a nation at 
peace. Almost all over the country 
there were strikes, including very vital 
national defense works. A few days be- 
fore the Japanese attacked Pearl 
Harbor, the country was confronted 
with a serious strike in the coal in- 
dustry as well as in the railroads. 
In addition, there were many people 
in this country who did not believe 
that the United States was threatened. 
Many very important people, includ- 
ing a former President of the United 
States, believed that nobody on earth 
would attack, or dare to attack the 
United States. There was no unani- 
mity of purpose. The attack by 
Japan on Pearl Harbor united the 
country as nothing else could, and 
today we stand as a united nation 
facing the dangers that confront us. 

I know very well that statistics 


don’t win any wars, and I also know 
that potential productive capacity 
does not win a war. What wins wars 
are first, the will to win, second, the 
natural resources at the disposal of 
the country fighting a war, and third, 
leadership, and in every great emer- 
gency, great leaders have always 
arisen in this country. There is, 
therefore, not a particle of doubt in 
my mind that the United States will 
be the victor in this war, but in win- 
ning this war, we must also make 
sure that we win the peace, and that 
we win the principles for which we 
are fighting, namely, the right of the 
individual against the all embracing 
powers of the state and the mainte- 
nance of a-system of private enter- 
prise. I believe that if we coordinate 
all our energies and resources, we 
will win the war and we will win the 
peace. 

The question of inflation was 
greatly aggravated by the war. I 
will mention at the moment only 
one figure. The total deficit of the 
United States Government, which 
for the fiscal year 1940-41 amounted 
to $5,600,000,000, a tremendous sum, 
will amount for the fiscal year 1942- 
43 to $34,000,000,000. With such a 
tremendous deficit, you can readily 
see that it will require a great deal 
of courage and a great deal of skill 
to avoid the dangers of inflation. 

Inflation means all things to all 
men and everybody can interpret in- 
flation the way he wants to. To 
me, inflation merely means a very 
sharp rise in commodity prices, or 
a corresponding decline in the pur- 
chasing power of the dollar. To me 
and to the average American through- 
out the country, inflation means, 
what will my dollar buy? Inflation 
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is not merely an economic phenome- 
non; inflation probably is one of the 
most deadly economic diseases that 
can befall any nation, and a nation 
affected by inflation is ready for all 
kinds of economic, social and politi- 
cal change. 


I am positive that a number of 
you have often wondered what be- 
came of France, how it was possible 
that the great French Republic, that 
bulwark of democracy and freedom, 
could fall overnight at the onslaught 
of one German army. I believe that 
the future historian will explain it 
in part as follows: Inflation wiped 
out the middle class, the backbone 
of a nation. When the franc lost 
its value, the people lost confidence 
in the government, they lost con- 
fidence in democracy, they lost con- 
fidence in the institutions of democ- 
racy, and, hence, the willingness to 
fight for these institutions was not 
there. 


In fighting inflation, as we all do— 
and we will have to do more in the 
future—we are not merely fighting 
to protect the purchasing power of 
our investments and savings; we 
are truly fighting to maintain what 
we proudly call the American way 
of life. 


Why do we talk about inflation 
now? We talk about inflation be- 
cause everv war, every major war 
in the past has invariably been ac- 
companied by a sharp rise in com- 
modity prices. If you will look at 
the record, you will find this: That 
during the Napoleonic Wars, com- 
modity prices in the United States 
rose from 100 to 220; during the 
Civil War, from 88 to 190; during 
the last war, from 100 to 226, and 
history tells us that every war in 
the past has been followed by a 
sharp rise in commodity prices. 
Because it happened in the past, 
many people argue it will happen 
in the future and that we cannot 
avoid inflation during the present 
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war, which is even larger in scope 
than any previous war. 


Why do wars bring inflation in 
their wake? The answer is twofold. 
First, the position of the govern- 
ment, and second, the dislocation of 
industry and trade. By the position 
of the government, I mean this: 
Wars are very expensive and no 
matter how great the tax burden im- 
posed on a people is, wars cannot be 
financed by taxation alone, and a 
great portion of the cost of the war 
has to be met by borrowing. For ex- 
ample, let us take the fiscal year 
1942-43. In the last budget message, 
the President told us that during 
that year we will spend $59,000,000,- 
000, not including $3,000,000,000 ex- 
penditures by governmental agen- 
cies ; that the revenues of the govern- 
ment during that year will amount to 
about $18,000,000,000 at present 
taxes, plus $7,000,000,000 new taxes, 
plus $2,000,000,000 new social se- 
curity taxes. 


During the fiscal year 1942-43, the 
taxpayers of the United States will 
pay $27,000,000,000 in taxes. In spite 
of that, the deficit of the government 
will be nearly $34,000,000,000, and 
it is the deficit of the government 
that is inflationary. 

The good part, however, is that we 
have learned that a large deficit of 
the government is inflationary, and 
we have also learned that the deficit 
of the government is inflationary 
only when the deficit is financed 
through the sale of obligations to the 
banks, but it is not inflationary when 
the deficit is met through the sale of 
obligations to ultimate investors. 
When the deficit of the government 
is financed through the sale of na- 
tional defense bonds and stamps 
throughout our country, it reduces 
the purchasing power, and people 
have not the money to buy the com- 
modities they would otherwise buy. 

Fortunately for us, the nation at 
large has realized it. During Decem- 
ber, already $550,000,000 of national 


defense bonds were sold, and in all 
probability the sale will amount to 
about $1,000,000,000 in January of 
this year. Once the people under- 
stand that buying national defense 
bonds means fighting inflation, more 
people will be willing to buy and 
assist others in buying national de- 
fense bonds. 

But of greater importance than the 
question of the budget deficit is the 
dislocation of industry and _ trade. 
War means the mobilization of man- 
power, of resources, of plant and 
equipment, for the purpose of pro- 
ducing war materials. In this pro- 
cess of producing war materials we 
find that on the one hand the pur- 
chasing power of the people is in- 
creasing, since more and more people 
are employed at fairly good wages. 
During the present year, we expect a 
national income of about $100,000,- 
000,000. On the other hand, the peo- 
ple employed are not producing 
commodities available for consump- 
tion. They are working on war 
materials. We have, therefore, on 
the one hand a tremendous increase 
in the demand for commodities; on 
the other hand, a tremendous decline 
in the supply of commodities, and 
when these two factors coincide, a 
sharp rise in commodity prices as a 
rule takes place. 

The danger of inflation in the 
United States is political and not 
economic in character, and if you 
do not believe me, then you merely 
read through the price bill passed by 
the Senate of the United States last 
Saturday. The Senate of the United 
States came to pass a price ceiling 
bill, and passed a farm relief bill. 

The greatest increase in prices of 
commodities that has occurred in the 
United States was not in commodi- 
ties of which there is a shortage, was 
not in steel and iron and aluminum; 
it was primarily in those commodi- 
ties of which there is an over-supply 
in the country. 

The index of farm prices rose from 
61 in August, 1939, to 95.5 in Decem- 
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ber, 1941. On the other hand, the in- 
dex of metals and metal products 
rose from 93 in August, 1939, to 
103.4 in December, 1941. But these 
figures are meaningless, they are in- 
dices, so let me give you some better 
figures. 

In spite of the fact that the United 
States Government owns several 
million bales of cotton, the price of 
cotton rose by 80 per cent from 
August, 1939, to August, 1941. In 
spite of the fact that we have more 
wheat in the country than we know 
where to store it, the price of wheat 
has increased by 62 per cent. The so- 
called parity payments have boosted 
commodity prices, but that was not 
enough for the Senate of the United 
States. They had to give the farmer 
120 per cent parity, and what would 
this 120 per cent parity mean? Let 
us look at some of the commodities. 
In the case of apples, it would mean 
an increase in prices from about 
$1.09 a bushel to $1.52 a bushel. In 
the case of hogs, it would mean an 
increase from $10.21 per cent weight 
to $12.35. In the case of milk, it 
could go up from $2.66 to $2.91, and 
so on along the line. 

The nation may be at war. Many 
Americans may be giving their lives 
for their country. All people with 
an income of $5,000 and up will un- 
doubtedly have to lower their stand- 
ard of living, but politics in the 
Senate is as usual, and when it comes 
to handing out graft to the farmer, 
only one Senator stood up. 

Now, then, if the Senate has its 
way and a parity of 120 per cent for 
farm products is established, then 
agricultural commodity prices will 
go up, and if agricultural commodity 
prices go up, the cost of living goes 
up, and if the cost of living goes up, 
wages go up, and when wages go up, 
ceiling or no ceiling, you have to in- 
crease prices, and you are caught in 
the so-called vicious circle. 

Now, what is the answer to this 
question? There is only one answer, 
and that is to form counter-pressure 
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groups to counteract the plans of the 
Senate to pass out graft to the farmer 
when it is not needed. If you study 
the budget message of the President 
of the United States, you will find 
that during the fiscal year 1942-43, 
we will have a national income of 
$110,000,000,000. The income of the 
farmer probably will be higher than 
ever before in the history of the 
nation, and yet, you and I will con- 
tribute nearly $1,000,000,000 as aid to 
the farmer. That is the danger of 
inflation in the United States. And 
if this danger of inflation is met, and 
is met squarely by the people of the 
country, by bringing pressure on 
their Congressmen and _ Senators, 
then the danger of inflation in the 
United States will be eliminated al- 
most overnight, for these reasons: 

There are a number of forces work- 
ing against inflation, and these forces 
working against inflation are, first, 
taxes. During 1942-43, we can figure 
out something as follows: We will 
have to pay federal taxes, about 
$27,000,000,000, or about 27 per cent 
of the total national income. In 
addition, about eight to ten billion 
dollars will be paid in the form of 
taxes to states and municipalities. 
That will make a total of $35,000,000,- 
000, or about 35 per cent of the na- 
tional income of the United States. 
In addition, about ten, if not more, 
billion dollars will be sold in defense 
bonds. We will therefore find that 
about 50 per cent of the national in- 
come will go in the form of taxes or 
savings. Without trying to be face- 
tious at all, I dare say that after 
March 15, the standard of living of 
every man and woman in this room, 
unless they are willing to live on 
capital, will be lower than in 1941, 
because a great portion of our in- 
come will go into taxes. There is 
absolutely no reason why we should 
complain about taxes. 

I believe that crime should be fol- 
lowed by punishment. If we do not 
pay the taxes now, then our children 
and our grandchildren will have to 
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pay them. But are they responsible 
for the mess in which we find our- 
selves at present, or is it our genera- 
tion that is responsible for the mess? 

If you look back at the domestic 
policy of the United States, if you 
look back at the international policy 
of the United States, you will find 
that it is we, our generation, that 
made this mess, and we ought to pay 
for it and not our children. 

You already are familiar with the 
tax bill of 1941, and there will be an- 
other tax bill in 1942, as you all 
know. That is one force working 
against inflation. The second force 
working against inflation is the im- 
position of ceilings, rationing, alloca- 
tions, and so forth, and in all proba- 
bility as times goes on, the power of 
the government over the utilization 
of commodities, the power of the 
government over the distribution of 
commodities and the consumption of 
commodities will increase sharply. 
However, the best way to solve the 
problem of inflation in wartime is to 
impose a ceiling on all commodities 
without exception, and above all, not 
to stimulate an increase in prices of 
one group of commodities by artifi- 
cial means. However, the placing of » 
a ceiling on commodities alone is not 
enough. It is absolutely necessary to 
tie wages to the cost of living. Only 
after there is a ceiling on prices, and 
only after there is a ceiling on wages, 
or wages are tied to the cost of living 
is the danger of inflation entirely 
eliminated. 

Now, the question arises, would 
it be fair to impose a ceiling at the 
present time on wages? Would it 
be fair to tie wages at present, to 
the cost of living? Let me give you 
a few figures. The index of factory 
employment in the United States 
rose from 103 in April, 1940, to 134 
in November, 1941. The index of 
factory pavrolls rose from 98 in 
April, 1940, to 165 in November, 
1941. The national income of the 
United States for the first eleven 
months of 1941 aggregated $80,000,- 
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000,000, of which $54,000,000,000 
represented payments for salaries 
and wages, of 67% per cent. Dur- 
ing the first eleven months of 1940, 
total income payments amounted to 
$68,000,000,000; wages and salaries 
were $45,000,000,000, or only 65 per 
cent. At present, therefore, when 
wages are very high, the tying of 
wages to the cost of living will be 
fair and just. 

In summing up, then, there are 
undoubtedly economic forces in the 
United States working for inflation, 
namely the deficit of the government 
and the dislocation of industry and 
trade, but both of these forces, im- 
portant as they are, can be handled. 
The greatest danger of inflation to 
the people in the United States 
arises from the political pressure 
groups, notably the farm bloc, and 
if this can be effectively fought, then 
the danger of inflation will be en- 
tirely eliminated. 
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Above all, let us not forget this: 
That in wartime, the fate of the 
individual, the fate of a corporation 
is not important at all. What is 
important is the position of the 
country, its ability to win the war. 
Without inflation it will be so much 
easier for the United States to win 
the war, and without inflation it 
will be so much easier to handle the 
post-war reconstruction problem. 

All of us, therefore, who are inter- 
ested in the welfare of the United 
States, all of us who are willing to 
give everything we have, including 
our lives, for our country—if we 
are too old to fight in the services, 
if we are not qualified to work for 
the government in some form or 
another, at least one thing we can 
do is to fight the forces of inflation, 
and your profession probably is more 
qualified than any other to do this. 
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Some Wartime Problems of Public 


Accountants 
By Cuartes H. Towns, C.P.A. 


Ai this time when present and 
past officers and directors as 
well as many members of New York 
State Society of Certified Public 
Accountants are serving on active 
duty with the armed forces or in 
accounting capacities with the Army, 
Navy and other governmental or- 
ganizations it is most natural for us 
to consider and discuss our wartime 
problems. 


The wartime problems of public 
accountants fall into two general 
classes : 


First, those problems which are 
to be solved by the minds and 
hands of all of us as individuals 
and as voting citizens of a repub- 
lic for whose government the citi- 
zens are, in the final analysis, 
responsible. 

Second, those professional prob- 
lems for which we as accountants 
have our peculiar and special abili- 
ties and responsibilities. 


Since I am speaking at a meeting 
of the New York State Society of 
Certified Public Accountants, an or- 
ganization which is naturally con- 
cerned primarily with certified pub- 
lic accountants in their professional 
capacities, I will speak principally of 
the second group of problems and 
will comment only briefly on the 
first. 

Obviously our immediate task is 
to win the war in which we are now 
engaged and each of us has his own 
problems of determining what he 
can do that will be most effective. 
It is equally true but perhaps not as 
obvious that each of us should, with- 
out detracting from his effective 


work toward early victory in the 
present war, plan for the post-war 
period and for maintenance of the 
“eternal vigilance” which is “the 
price of liberty.” We need to re- 
member constantly what Justice 
Brandeis expressed so well in the 
following words: 

“Experience should teach us to 
be most on our guard to protect 
liberty when the Government’s 
purposes are beneficial. Men born 
to freedom are naturally alert to 
repel invasion of their liberty by 
evil minded rulers. The greatest 
dangers to liberty lurk in insidious 
encroachment by men of zeal, well- 
meaning, but without understand- 
ing.” 

Just as the cooperation of all in 
plans and action, based on knowl- 
edge, thought and understanding, is 
essential to our next, immediate step, 
that of winning the war, so will that 
cooperation be essential to the crea- 
tion, maintenance and development 
of conditions, following the victory, 
which will provide for peace and 
progress. Actually our immediate 
war work and our planning and ex- 
pectations for the post-war period 
are closely interrelated; one of the 
greatest incentives to energetic, able 
men in civil life to put forth extraor- 
dinary and superlative effort toward 
winning the present war is the hope 
of reasonable freedom after the war 
to do constructive work and to be 
reasonably rewarded for doing it. 

We, as public accountants, should 
take the full responsibility of aver- 
age citizens in connection with these 
problems, plus the added responsi- 
bility that goes with our special abili- 
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ties in obtaining and interpreting 
financial information. 


Our Professional Problems, 
Generally: 


Our principal purpose, tonight, 
however, is to consider our profes- 
sional wartime problems. Our job, 
as accountants, is to obtain and sum- 
marize information and to make it 
available to others, with explanations, 
interpretations and opinions where 
appropriate. The special wartime 
problems of public accountants arise 
mainly because (a) many of the men 
and women available for this work 
are shifted into other lines, (b) war 
conditions place difficulties in the 
way of obtaining the information 
needed and create new conditions, 
to meet which our usual standards 
and procedures must be changed, 
and (c) the needs and demands for 
accounting information increase un- 
der conditions of war. However, the 
unemployment problems of public 
accountants disappear, largely if not 
completely, in wartime. 


Prior Conditions and Problems, for 
Comparison: 


. As a background for thinking of 
the present problems of public ac- 
countants it may be helpful to men- 
tion very briefly some of the major 
pertinent developments since the 
formation of the New York State 
Society of Certified Public Account- 
ants, and to have in mind the condi- 
tions just prior to the present war. 
The Society was formed in 1897. 
Twenty years after that, in 1917, 
(but 25 years ago now) the Society 
had about 375 members, as compared 
with a present membership of ap- 
proximately 3940. During the past 
25 years there have been large and 
rapid increases both in the demand 
for services of public accountants 
and in the number of men and 
women able to render such services. 
The increased demand has resulted 
largely from the necessity of meeting 
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growing requirements of income tax 
laws and the need for more account- 
ing services in connection with the 
greater number of large and wide- 
spread business units. During the 
same period there has been great 
development of the work of account- 
ancy schools, of the several organi- 
zations of accountants, and of our 
accountancy literature, to provide 
for properly meeting the increasing 
demand. 


There was a sharp increase in de- 
mand for services of public account- 
ants in and immediately following 
1917 as a result of new income tax 
requirements. The increased pro- 
duction, rising standards of informa- 
tion to be furnished to investors and 
creditors and growing size of busi- 
ness units, from late 1918, when we 
started to restore peace conditions, 
to about 1930, caused further de- 
mands for public accountants. From 
about 1930 to the time when the pres- 
ent war started there were not gen- 
erally increasing production nor 
larger business units but there was 
demand for more information. This 
came from creditors, stock ex- 
changes and others and then under 
the Federal Securities Acts and other 
Federal laws far more detailed account- 
ing data were required. Also need for 
services of accountants has grown 
and been recognized during the past 
10 years because of repeated income 
tax rate increases and because of en- 
actment of a series of income tax 
provisions which are so complex that 
even our legislators have frankly and 
publicly admitted they could not 
understand them ; income and excess 
profits tax problems have been fur- 
ther enlarged because the legislators 
have changed the tax requirements 
so often that many of them cannot 
be interpreted by the executive and 
judicial officers until months or years 
—in some cases many years—after 
they have ceased to be effective. 


The professional problems of pub- 
lic accountants under these rapidly 
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changing pre-war conditions have 
been largely those of meeting satis- 
factorily the demands for our serv- 
ices. There have also been other 
problems, including those of finding 
reasonably continuous work for be- 
ginners and sometimes for others 
who felt they wanted to do public 
accounting work but whose natural 
aptitudes or training left their pos- 
sibilities of service very narrow. 


In addition to meeting the prob- 
lems arising from heavy demands 
upon us for professional services, we 
have been endeavoring to find and 
define our place in the general 
scheme of financial affairs, and to 
progress in our interpretation and 
explanation of ourselves and our 
work, (a) so that we can more read- 
ily understand each other and work 
together more effectively and (b) so 
that non-accountants can more read- 
ily understand our problems and 
benefit more from our services. We 
have also been wrestling with many 
problems, such as those of seasonal 
fluctuations of work, and of trying 
to find and express the points at 
which state control of us and our 
work will give any necessary pro- 
tection against inadequate or im- 
proper accounting and at the same 
time permit and encourage the con- 
tinuing progress which can come 
only through free personal initiative 
and effort. 


Public accountants have also been 
actively using their professional 
abilities in meeting peacetime prob- 
lems, cooperating freely with educa- 
tional, social, religious, business and 
governmental organizations. Many 
accountants have held positions of 
leadership in which they have done 
valuable constructive work, investi- 
gating, reporting and advising on 
matters such as organization, fi- 
nance, accounts, taxation and other 
subjects in which they are qualified. 


The foregoing problems, activities 
and developments, have been those 
of peacetime, for the most part. Our 
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country has been at peace, since 
1897, except during the relatively 
short periods of the Spanish-Ameri- 
can War, the first World War and 
during the period since December 
8, 1941. During the 45-year period 
there have generally been sufficient 
numbers of men available for our 
professional work, although they 
may have lacked somewhat in the 
desired training ; and we have gener- 
ally been able to obtain necessary 
information and opinions, although 
we may have had to dig for them 
more than should have been neces- 
sary and there have been some ex- 
ceptional cases where the basic 
information could not be obtained. 


Problems under Present Wartime 
Conditions: 


Now, however, we are facing 
squarely the problems that come 
with wartime conditions. Available 
accountants are becoming scarcer 
and information is increasingly diffi- 
cult to obtain, while, on the other 
hand, demands upon public account- 
ants are still growing. If we take 
membership in the New York State 
Society of Certified Public Account- 
ants as a measure, our profession’s 
opportunities for service and reward 
have increased more than tenfold 
since 1917; at the same time, how- 
ever, our problems, responsibilities 
and risks have increased at least 
proportionately. This is not true as 
to each and every practitioner, of 
course, but it is a condition which 
affects all members of the profession 
and should be kept in mind when 
comparing our present problems 
with those under wartime conditions 
in 1917 and 1918. Most of our peace- 
time work and problems continue 
and those of wartime are added. 


Personnel Problems: 


Personnel problems are now seri- 
ous and present indications are that 
they will become more difficult as 
the war progresses. I remember 
speaking with a member of a London 
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firm of chartered accountants in 
April 1940, when England had been 
at war approximately seven months. 
He told me that of a normal staff of 
40 his firm then had 8 men left. I 
am not predicting that we shall find 
our statis reduced proportionately 
within the next six months, but we 
can expect increasingly difficult per- 
sonnel problems as long as the war 
continues and men are taken through 
the Selective Service and otherwise 
for active military duty and to meet 
the vastly increased needs for ac- 
countants by government depart- 
ments and of businesses. 

The natural question is, “What 
is the solution?” A part of the 
answer is that there is no single solu- 
tion and that the partial solutions 
must be used with energy, skill and 
care to meet the requirements. 

One partial solution is to have 
some of the work done by men who 
are over or under the age limits set 
in the Selective Service law, by men 
who are physically fit to do public 
accounting work but not for active 
military service and by women. I 
have very recently been informed 
that in England accountants who are 
within the draft age but are over 30 
years old and who meet certain 
standards are not now being taken 
for military service. Possibly some 
of us can accomplish something by 
working a little more efficiently and 
longer. I have recently talked with 
a member of the Society who is con- 
sidering the use of dictating ma- 
chines in his office for the purpose of 
getting more done. Another partial 
solution is that of extending and 
speeding up training efforts, but 
this is limited by the time which 
men competent to do the training 
can devote to such work. Any 
further steps that can be taken to 
reduce the volume of work now re- 
quired to be done in the winter 
months, will be helpful; this may be 
accomplished by arranging with 
clients to change the closing dates 
of fiscal years so that audits can 
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appropriately be made in “slack” 
seasons, by doing interim audit work, 
and it may be that in some cases it 
will be possible to arrange for exten- 
sions of time for filing reports. If 
long vacations are to be continued 
by the accountancy schools and if 
the schools will rearrange their sched- 
ules so that it is possible for the 
students who are not taken for mili- 
tary service to take their vacations 
in the winter season, some relief may 
come from that source and also the 
students will have an opportunity to 
get some practical training similar 
in some respects to that received by 
medical students while they are still 
in the professional schools. 


Problems of Lack or Uncertainty of 
Information: 


Another group of problems, those 
arising from difficulties of obtaining 
reliable information, have increased 
as war conditions have spread and 
become more intense. As to all bal- 
ance sheet items there will probably 
be some cases of inability to get the 
usual information, there may be 
many such cases as to some items 
and there will be instances, at least 
of foreign subsidiaries, where no in- 
formation at all can be obtained as at 
December 31, 1941. 


Ordinarily information with re- 
gard to cash is sufficient so that audi- 
tors are well satisfied with the bal- 
ance stated. Under war conditions, 
however, there will be numerous 
cases where corporations having 
cash balances in foreign countries 
will have many questions and difh- 
culties but little or no reliable in- 
formation regarding such balances. 
These questions will range from 
complete lack of information as to 
whether the bank still exists, through 
questions as to the balance which 
may be shown by the books of the 
bank, the exchange rate which 
should be used in converting foreign 
currency balances and other ques- 
tions too numerous to mention. 
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Some Wartime Problems of Public Accountants 


There will be similar problems of 
lack of information with regard to 
accounts receivable of and accounts 
receivable from foreign subsidiaries 
and from nonaffiliated companies in 
foreign countries. Even as to ac- 
counts receivable from some foreign 
governments, there will be diffi- 
culties in obtaining information and 
doubt and uncertainty as to collecti- 
bility. There will be problems also 
regarding accounts receivable from 
some domestic companies which do 
not have defense contracts and which 
are unable to obtain materials to con- 
tinue their regular businesses. If 
such companies have ample capital 
they may be able to pay what they 
owe, but no doubt there are concerns 
in non-defense and non-essential in- 
dustries which are operating with 
scant capital and some of their 
creditors will have problems of de- 
termining whether or not accounts 
are collectible. 

There will be problems also with 
regard to inventories in this country 
and in foreign countries. If periodi- 
cal stock-taking interferes with war 
production we shall find that instruc- 
tions from governmental authorities 
will require concentration on pro- 
duction and one of the results will be 
less thorough stock-taking. There 
will also be problems of valuation. 
These will arise, for example, with 
respect to work in process inven- 
tories of companies making products 
from several different materials if 
they are unable to obtain, until after 
the war, some of the materials needed 
to finish work which is partly com- 
pleted at inventory time. There may 
also be problems as at December 31, 
1941 as to whether costs relating to 
strikes, shutdowns, experimental 
and development work and costs of 
employe training programs should 
be included in inventories. 

Depreciation always presents prob- 
lems for public accountants and with 
the enlargement of plants for defense 
work and uncertainties regarding the 
extent to which the producers must 
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pay the costs and the extent to which 
they may be paid for from govern- 
ment funds, new and special prob- 
lems arise. In some cases there will 
be problems of depreciation because 
plants must be closed for lack of 
material; in other cases there will be 
questions as to the extent to which 
depreciation is accelerated because 
of high rates of operation. 

In an actual case in connection 
with a producing plant in a foreign 
country affected to some extent by 
war conditions, information has re- 
cently been received in New York 
that the plant has been closed by 
order of the foreign government. No 
further information has been re- 
ceived and it is possible ‘that com- 
munication with the plant office will 
be impossible, due to war conditions, 
until long after the time when the 
report of the owning company to its 
stockholders and the .report to the 
Securities and Exchange Commis- 
sion are required to be rendered. If 
no further information is received 
there will obviously be a difficult 
problem of deciding what should be 
included by the company and what 
should be accepted by the public ac- 
countant in the reports. 

In connection with another foreign 
corporation, a subsidiary of an Ameri- 
can corporation, I was informed re- 
cently that due to war conditions the 
most recent report received was dated 
November 30, 1940. A wartime prob- 
lem of public accountants existed in 
connection with this company as at 
December 31, 1940 because it was 
not possible to obtain any report as 
at that date; however, it was then 
possible to obtain information as at 
a date only a few months prior to the 
close of the year. At the present time 
the period of complete lack of in- 
formation has been increased to more 
than a full year and it now seems un- 
likely that any further reports will 
be received until after the end of 
the war. In this particular case it is 
probable that the subsidiary is oper- 
ating and making money, but war 
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conditions at first delayed and now 
have cut off communications, and 
consequently we have uncertainty 
instead of facts. 

There are cases where the usual 
information in accounting reports 
may be of value to enemy forces and 
where business concerns are forbid- 
den by governmental authority to 
disclose certain information, with 
heavy penalties for violation. This 
is entirely sensible and reasonable 
under wartime conditions, but it is 
contrary to the accounting principle 
of full disclosure of facts which will 
aid stockholders and creditors. Con- 
sequently, the situation gives rise to 
problems. 

I could go on, if time permitted 
and interest continued, giving ex- 
amples of wartime problems of pub- 
lic acountants such as those arising 
in connection with disputes between 
contractors and government auditors, 
problems of dealing with complex 
and partly incomprehensible tax re- 
quirements, problems which arise 
where services have been rendered 
by corporations whose rates are 
regulated under government au- 
thority but where rates have not 
yet been established for particular 
services due to special wartime prob- 
lems of the regulatory commissions, 
and numerous other problems. How- 
ever, those which have been men- 
tioned are no doubt sufficient for 
present purposes. 


Some Remedies or Expedients: 


Just what is to be done in each 
case must, of course, depend upon 
circumstances. There must be as 
complete accounting as is  prac- 
ticable even under war conditions. 
In a few cases reports to manage- 
ments, creditors and stockholders 
may give little information beyond 
the fact that information cannot be 
obtained. I know of one situation 
where consideration is being given 
to a proposal not to include any fi- 
nancial statements in the report to 
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stockholders because so much of the 
information usually included is not 
now obtainable; there is no way 
of knowing at present what deci- 
sion will finally be reached in this 
extreme and unusual case. On the 
other hand, there will be cases where 
most of the major items of infor- 
mation are obtainable but where 
some of the facts are lacking. In 
such cases if amounts are known 
but classification is uncertain it may 
be practicable to carry the amounts 
as deferred charges or deferred credits 
or to carry them in suspense cate- 
gories, in financial statements. If 
actual amounts are not known but 
maximum and minimum amounts 
can be established or estimated it 
may be practicable to carry specific 
reserves in financial statements to 
reflect uncertainties. Where both 
the amounts and classifications are 
uncertain there may be no better 
procedure than to convey to the 
stockholders such information as is 
available and the fact of uncertainty 
as to other points, by means of notes 
on or accompanying the financial 
statements. The use of contingency 
reserves has at times seemed the 
most practicable procedure, but they 
are not in all respects satisfactory; 
they are not usually informative 
from the stockholder’s point of view 
and there are difficult problems which 
may arise with regard to subsequent 
disposition of the reserves. In some 
cases where information is delayed 
it may be possible to obtain per- 
mission from stock exchanges, the 
Securities and Exchange Commis- 
sion, credit grantors or others to 
defer reporting until information can 
be received and a report embodying 
the inforination can be prepared. 


In those producing companies where 
taking the usual type of physical in- 
ventories would interrupt and re- 
duce the production of war material 
we can probably count upon the 
willingness of stockholders, stock 
exchanges and the Securities and 
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Exchange Commission to sacrifice 
to some degree the usual accuracy 
and certainty of statements for the 
sake of continuous high-speed pro- 
duction. We must expect similar 
willingness, for the duration of the 
war, to accept less complete infor- 
mation where publication is for- 
bidden in order to prevent aid to 
an enemy. 

In some cases, particularly where 
uncertainties or shortages of infor- 
mation relate to relatively unimpor- 
tant points, public accountants will 
need to use special skill and perhaps 
persuasion to avoid creation or in- 
flation of problems by overemphasis. 
If the usual examination has been 
made of all material matters it may 
be unnecessary even to mention that 
some facts are missing as to imma- 
terial items. If only inadequate in- 
formation has been obtained as to 
matters which must be considered 
material but which are nevertheless 
of minor importance, it may be mis- 
leading to present comments regard- 
ing the uncertainties which are un- 
duly prominent, whether because of 
their length, position, style of type 
or any other reason. 

On the other hand, if there is 
material shortage of information or 
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material uncertainty regarding im- 
portant matters ordinarily presented 
in financial statements, failure to 
disclose reasonably such shortage or 
uncertainty cannot be justified on 
the ground that the country is at 


*war. 


Real solution of the wartime prob- 
lems of public accountants can come 
only when our present war status 
has been brought to an end under 
such conditions as will provide rea- 
sonable expectation of peaceful con- 
ditions throughout the world at least 
for a substantial period of years. As 
previously indicated, we need to be 
giving some thought to our part as 
accountants and as citizens in the 
task of transferring from a war to 
a peace basis under conditions which 
will provide all possible assurance of 
our continuing, as individuals, to 
have the freedom and rights pro- 
vided by the Constitution and assur- 
ance that the members of our pro- 
fession will be able to continue to 
practice as independent public ac- 
countants. That thinking for the 
future must not, however, stand in 
the way of the contributions which 
we can make toward early victory 
in the present war. 
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